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Trade relations between Mexico and China are off to a rocky start, just nine months after President
Vicente Fox's administration signed a bilateral accord supporting China's membership in the World
Trade Organization (WTO). China formally joined the WTO in December 2001. The Mexico-China
agreement, which was concluded after several grueling months of negotiations, set a timetable for
Mexico to reduce tariffs on several Chinese products (see SourceMex, 2001-08-29 and 2001-09-19).
Many of these tariffs have been in place since 1994 (see SourceMex, 1994-11-02, and 2000-04-05).
Even with the completion of the accord, which also opened the Chinese market to more Mexican
products, concerns had been widespread in Mexico that easing restrictions on China at the global
level could be more harmful than helpful to Mexico.
Some officials in the Fox administration are beginning to share this concern. In mid-July, Economy
Secretary Luis Ernesto Derbez Bautista raised the possibility that Mexico would bring a complaint
against China before the WTO. The Mexican government has accused the Chinese government of
offering unfair incentives to Japanese, South Korean, and European multinational companies to
move their maquiladora operations from Mexico to China.

China said to offer subsidies to lure maquiladora plants
Derbez said the Secretaria de Economia (SE) is conducting a study of trends for 5,000 companies to
determine whether a complaint will be brought before the WTO. But he said preliminary indications
suggest that the Asian country is offering unfair subsidies. "China secretly subsidizes many private
companies," Derbez told reporters. "This is not allowed under international trade laws."
Among other things, China is said to be offering tax exemptions for as long as 10 years, very low
interest rates, training subsidies, cheap land, and one of the lowest labor costs in the world. Since
June 2001, at least 545 maquiladora plants have ceased operations in Mexico. Many of these plants
have been or are being relocated to other countries, primarily China, according to data compiled by
the SE and other agencies.
The list includes plants operated by prominent manufacturing giants like Sony, Samsung, Phillips,
Panasonic, and Hasbro. Many of these companies have complained about the inability to compete
with subsidiaries of US and Canadian companies, which enjoy special tax status under the North
American Free Trade Agreement (NAFTA), and thus have lower operating costs (see SourceMex,
2000-11-08 and 2002-03-13).
But sources say an overwhelming advantage for China and other regions like Central America and
the Caribbean is their ability to offer cheaper labor than Mexico, especially in textile and apparel
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manufacturing. The Consejo Nacional de la Industria Maquiladora de Exportacion (CNIME) says
a large share of the plants that shut down since June 2001 were involved in textile manufacturing.
Illegal

Chinese imports continue to hammer textile industry
The textile industry continues to suffer in other ways from what it perceives as China's unfair trade
practices. A large share of the smuggled textiles and footwear sold on the Mexican black market
are brought illegally from China. In many cases, the products seized by the government somehow
find their way into the Mexican domestic market anyway, said a recent report by the textile industry
chamber (Camara Nacional de la Industria Textil, CNIT). "We continue to lack an efficient system
that would allow the destruction of contraband," said the CNIT.
The combination of an economic slowdown in Mexico and unfair trade practices by China caused
the GDP for the Mexican textile industry to contract by more than 10 percentage points during 2001,
the CNIT said. Gustavo Estrada, secretary general of the textile workers union (Union Nacional de
Trabajadores de la Industria Textil, UNTIT), said the Mexican government has not helped matters
by allowing legal imports to continue coming into Mexico at very low tariffs. "In the past year, 800 of
the 1,600 textile companies in our country have had to cease operations," said Estrada.
In some instances, Chinese textiles and footwear enter Mexico under the label of a third country.
The Mexican textile industry is not only having to contend with competition within its borders, but it
has lost its competitive edge in the US market.
CNIT director Nora Ambriz said China has displaced Mexico as the principal provider of textiles
and apparels to the US during 2002. Ambriz said China flooded the US market with cheap apparel
during the first quarter of 2002, coinciding with its entry into the WTO.
Raul Garcia Tapia, director of the Camara Nacional de la Industria del Vestido (CANAINVEST),
said Mexican apparel producers are going to have to specialize to better compete with China in the
US market. "We have to change our focus," said Garcia. "We have to export more products that do
not rely so much on cheap labor but on added value." Garcia said the Mexican textile and apparel
industry still has the advantage of cheaper transportation costs because of its proximity to the US
market.

Chinese shoes imported illegally
Shoe manufacturers are also feeling the impact of illegal Chinese imports. An estimated 20 million
pairs of Chinese shoes were smuggled into Mexico during 2001, displacing Mexican products on the
domestic market, according to data published by the Camara de Calzado del Estado de Guanajuato.
Guanajuato is Mexico's leading shoe-producing state.
Jose Carlos Gutierrez Trevino, president of the Guanajuato organization, said the increased
contraband coincides with the declining fortunes for the Mexican footwear industry, which has seen
production drop from 250 million pairs a few years ago to just 180 million pairs in 2001.
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Other sectors could feel an impact from the global opening to China, such as the tourism industry.
A recent study by the World Tourism Organization predicts China will become the top tourist
destination by 2002. Francisco Madrid Flores, deputy planning director at the Secretaria de Turismo
(SECTUR), said China will probably not compete for the majority of Mexico's tourists, which come
from the US. "But competition could heat up for certain markets like Europe, which is the same
distance from China as from Mexico," said Madrid Flores. (Sources: Novedades, 04/11/02, 05/28/02;
The News, 06/14/02, 07/11/02; Notimex, 03/20/02, 05/30/02, 07/10/02; Dow Jones news service, CNI en
Linea, 07/10/02; Associated Press, 07/11/02; Milenio Diario, 03/21/02, 06/17/02, 07/11/02, 07/12/02; El
Universal, 04/08/02, 06/21/02, 07/08/02, 07/11/02, 07/12/02; Reforma, 07/07/02, 07/08/02, 07/12/02; El
Financiero, 07/16/02; La Cronica de Hoy, 03/21/02, 07/08/02, 07/11/02, 07/17/02; La Jornada, 04/08/02,
07/12/02, 07/17/02)

-- End --
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